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Chief Counsel’s Office, Attn: Comment Processing
Office of the Comptroller of the Currency

400 7th Street SW, Suite 3E-218

Washington, DC 20219.

By e-mail: regs.comments@occ.treas.gov

Re: Proposed Supervisory Guidance — Interagency Guidance on Credit Risk Review
Systems

(Docket ID OCC-2019-0018)

The New York State Society of Certified Public Accountants (NYSSCPA), representing
more than 23,000 CPAs in public practice, business, government and education, welcomes the
opportunity to comment on the above-captioned proposed guidance.

The NYSSCPA’s Banking Committee deliberated the proposed guidance and prepared
the attached comments. If you would like additional discussion with us, please contact Jeremy R.
Goss, Chair of the Banking Committee, at (212) 624-5295, or Ernest J. Markezin, NYSSCPA
staff, at (212) 719-8303.

Sin?erely, ;

| y S & .
TNV ,%LUV]
]Ita M. Rahilly
President
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New York State Society of Certified Public Accountants

Comments on

Proposed Supervisory Guidance — Interagency Guidance on Credit Risk Review Systems
(Docket ID OCC-2019-0018)

We welcome the opportunity to respond to the Office of the Comptroller of the Currency, the
Board of Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation
and the National Credit Union Administration (collectively, the agencies) joint invitation to
comment on the Proposed Guidance for Credit Risk Review Systems (the Proposal).

General Comments

Overall, we support the proposed credit review guidance. It reflects sound practices for an
effective Credit Risk Review (CRR) function. There are several areas, as presented in our Specific
Comments below, that we believe additional clarification on the intended expectations for
adherence to the proposed guidelines can assist in greater consistency in institutions’®
implementation of the Proposal.

Specific Comments

We have the following specific comments on certain sections of the Proposal. The sections are
identified in italics followed by our comments.

Overview of Credit Risk Review Systems

Regardless of the structure, an effective credit risk review system accomplishes the following
objectives: ...
..  Appropriately validates and, if necessary, adjusts risk ratings, especially for those loans
with potential or well-defined credit weaknesses that may jeopardize repayment.
o Identifies relevant trends that affect the quality of the loan portfolio and highlights segments
of the loan portfolio that are potential problem areas....

Where appropriate, CRR functions integrate qualitative factors such as industry performance and
economic headwinds in their assessment of customer’s ability to repay. This can be a factor to the
risk rating of obligors and facilities as well as potential broader portfolio-wide concerns that CRR
may raise. Leveraging internally generated forecasts can be useful in having a consistent
organizational view on expected future economic conditions, however use of these forecasts may
also result in a doubling of impact through current risk rating qualitative adjustments sourced from
CRR reviews and risk rating migration estimates from lifetime Allowance for Credit Losses (ACL)
credit model estimations.

! Institutions as defined in the Proposal as regulated institutions supervised by the following agencies: The Board of
Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, the National Credit Union
Administration, and the Office of the Comptroller of the Currency.
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For institutions that produce economic forecast estimations as a component of their ACL
calculation, is there an expectation that CRR functions integrate and align these forecast scenarios
into their qualitative assessments of individual loans and portfolios? We believe clarification
would be helpful. Also, if CRR is expected to integrate the organization-wide forecasted estimates
of future conditions, we believe guidance as to the length of forecast period they would be
reasonably expected to rely upon in their qualitative credit risk assessments would be useful.

.... « Provides management with accurate and timely credit quality information for financial and
regulatory reporting purposes, including the determination of appropriate ACL or ALLL
[Allowance for Loan and Lease Losses], as applicable.

In consideration of the broader range of assets and forward looking elements that are applicable to
the calculation of ACL under the Current Expected Credit Loss accounting standard, we
recommend that the regulatory agencies provide additional clarifications on the types of activities
that Credit Risk Review departments are expected to be responsible for in “the determination of
appropriate ACL.” Specifically, what are the expectations for CRR functions to conduct credit
risk specific assessments on the valuations of financial assets measured at an amortized cost basis
such as Held-To-Maturity (HTM) Securities.

Frequency of Reviews

An effective credit risk review system provides for review and evaluation of an institution’s
significant loans, loan products, or groups of loans at least annually, on renewal, or more
frequently when internal or external factors indicate a potential for deteriorating credit quality
or the existence of one or more other risk factors...

...Use of key risk indicators or performance metrics by credit risk review management can
support adjustments to the frequency and scope of reviews.

We recommend that the regulatory agencies clarify whether the use of key risk indicators and other
performance metrics is intended to only support more frequent reviews, or whether it would be
considered acceptable to use monitoring activities to support a risk-based approach that reviews
significant loans, loan products and groups of loans less frequently than annually.

Scope of Reviews

An effective scope of credit risk review is generally risk-based and typically includes:...
.. e Past due, nonaccrual, renewed, and restructured loans.

We recommend that the regulatory agencies clarify whether the evaluation of restructured loans is
inclusive of an expectation that the classification of loans “reasonably expected to be modified in
troubled debt restructurings (TDRs)”? should be subject to specific review by CRR, both at an
individual loan basis and as an assessment of individual loans that are part of a group restructure
program of similar loans.

2 Proposed Interagency Policy Statement on Allowances for Credit Losses, Federal Register, Vol. 84, No. 201
Thursday, October 17, 2019, 55510



